Over the past 50 years, trade's role in the world economy has increased dramatically. Trade has grown much faster than output, and most of the countries that have achieved the fastest economic growth have done so by rapidly increasing their participation in world trade. Import substitution policies-widely used in the 1950s, 1960s, and 1970s-were much less successful than the export-oriented policies used in East Asia's high-growth economies. As a result, policymakers in many developing economies began adopting policies for more open trade during the 1980s. By the late 1980s, nearly all of the centrally planned regimes that had eschewed market-based trade had either collapsed or made dramatic reforms that gave foreign trade and investment a prominent place in their development programs.
These reforms led to dramatic changes in developing economies' involvement in international trade. Until the mid-1980s, most developing areas relied primarily on commodity exports, which exposed them to the high volatility of and continuous decline in commodity prices and created concerns about dependence on imported manufactures. But in the early 1980s many developing economies began to dramatically increase manufactured exports. By the late 1990s about 80 percent of exports from developing economies were manufactured goods, greatly easing earlier concerns about the role of trade. Thus poor countries, home to some 3 billion
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But continued increases in integration are far from inevitable-as is clear from the concerns about globalization manifested in huge protests in virtually every city that has hosted a major international policy meeting since 1999. These concerns, and the enormous costs and risks associated with international terrorism, pose serious challenges to closer economic relations between countries. Integrating with the world is a choice that must be made by policymakers, though the costs of withdrawing are considerable (Wolf 2001) . Moreover, there is strong interdependence between the decisions of policymakers. If some major countries turn away from world markets, as in the 1930s, the result could be a downward spiral in international trade that hurts even those countries that want to remain integrated with the world economy.
Choosing policies to manage interactions with the world economy is not simple. Trade policy reform increasingly requires more than just reducing and streamlining border barriers, it also requires developing institutions. Many of the "behind-theborder" reforms needed to take advantage of the opportunities created by open trade regimes require institutional capacity that is in short supply in developing economies. In addition, supporting policies are likely to be needed to alleviate adverse impacts on particular groups. Globalization will likely be sustainable only if it is accompanied by policies that equip people to take advantage of the benefits offered by increased integration with the world economy (Rodrik 1997) .
To adequately answer the question of what should be done about trade policies, it is first necessary to examine the current situation and the scope for improvement. Thus the next section examines recent changes in trade policies and other potential trade barriers. After that the article examines some major changes in the trade patterns of developing countries.
I. Recent Changes in Trade Policies and Other Barriers to Integration
Since the mid-1950s there has been extraordinary growth in world trade and economic openness. Since 1965 world trade has grown faster than world income in all but a few years of cyclical downturns (figure 1). In the 1990s trade grew more than twice as fast as income.
This rapid growth in the openness of world economies reflects a number of factors, including reductions in trade barriers, transport costs, and communication costs. Related influences include the increasing importance of trade in manufactures, for which two-way trade is far more prevalent than for commodities, and the fragmentation of production processes, which leads to much more international trade in components and services (Ng and Yeats 1999; Deardorff 2001) .
In industrial countries, reductions in protection from the high levels reached in the 1930s were already under way when the General Agreement on Tariffs and Trade (GATT) was established in 1947, and they continued under successive rounds of GATT negotiations. Reforms involved reducing tariffs and abolishing quantitative restrictions such as those introduced for balance of payments reasons.
But the liberalization process was neither smooth nor continuous. In the 1950s, agriculture escaped most multilateral disciplines. In the 1960s and 1970s, exports of textiles and clothing from developing economies were subjected to a system of quotas that discriminated by country and violated all the fundamental principles of the GATT. As tariffs fell, nontariff barriers-such as voluntary export restraints and antidumping rules-became more important.
Even so, for the manufactures trade at the heart of the GATT liberalization process, reductions in protection were dramatic in industrial countries. From rates of 50 percent or higher in the late 1940s, average tariffs on imports of manufactures had fallen to 4.1 percent in 1988, early in the Uruguay Round (Abreu 1996) . Nontariff barriers also fell for most of these goods. Trade in manufactures between industrial countries grew rapidly, much of it involving two-way trade in products within the same type of good. In developing countries trade liberalization occurred much more slowly. The belief that infant industries could be nurtured behind protective barriers was appealing, and taxes on commodity exports were a convenient way to raise government revenues. The dependency concerns enunciated by Raoul Prebisch provided intellectual support for these approaches by associating open markets with dependence on commodities and identifying declines in commodity prices with declines in the terms of trade for such countries. In addition, import substitution policies were strongly support by the vested interests that gained from protection. Tariff barriers became ubiquitous, as did nontariff barriers such as quotas and licenses. Foreign exchange restrictions often imposed large additional taxes on trade.
Under import substitution regimes, import quotas frequently generated quota rents equal to large percentages of gross domestic product (GDP) (Krueger 1980) . Quotas and licenses were often allocated in a way that provided strong incentives to use real resources in pursuit of the rents associated with them, resulting in wasteful dissipation of scarce resources (Bhagwati 1983) . Such incentives for rent seeking can have extremely negative consequences for development. In many developing economies, these incentives appear to have driven the social returns on massive investments in human capital to zero or negative levels (Pritchett 2001) . They also encouraged firms to locate near capital cities to provide better access to political decisionmakers, rather than in areas where environmental costs would be lower or production more efficient (Livas Elizondo and Krugman 1992) . Finally, such policies encourage corruption, with its sharply adverse consequences for institutional quality, development, and equity (World Bank 2000) .
The protective effects of tariffs, quotas, and licenses in developing countries were often reinforced by distortions in foreign exchange markets. These distortions involved an overvalued official exchange rate coupled with some mechanism to allocate scarce foreign exchange among uses. Where such allocations are made through legal secondary markets, as in China between the early 1980s and 1994 (Martin 1993b) or Nigeria in recent years, the resulting trade distortions are reduced because scarce foreign exchange is allocated to those who place the highest value on it but can be meaningfully measured and are frequently very substantial.
With the profoundly distorted trade and foreign exchange regimes in most developing economies prior to the 1980s, it was difficult to know which policy reforms would improve welfare. Some limited guidelines were available. For instance, policy changes that increased transparency and unified distortions across firms generally improved welfare-as when foreign exchange allocation was replaced by a secondary market approach (see Dervis, de Melo, and Robinson 1981 for an example). But simply opening up to foreign investment, without reducing barriers, could easily reduce welfare (Brecher and Diaz-Alejandro 1977) . Policies that imposed export performance requirements on foreign investors could be second-best welfare improving (Rodrik 1987) .
The political attractions of import substitution policies for developing-country policymakers were not effectively countered by the multilateral trade system prior to the Uruguay Round of GATT negotiations (1986-94) . Developing-country policymakers generally focused their efforts in the GATT on obtaining unreciprocated improvements in access to industrial country markets under the rubric of "special and differential treatment." This approach may have helped some beneficiary countries by improving their terms of trade.
1 But it also had adverse economic consequences.
First, the approach made it difficult for developing economies to bargain for improvements in market access in the products of greatest interest to them. Second, such access was often constrained by quantitative restrictions and the risk of preference erosion or removal. Third, this approach meant that domestic exporters had no incentive to lobby for reductions in domestic protection as part of a package to improve their access to partner markets. It was no coincidence that industrial countries introduced new barriers in areas of particular interest to developing countriessuch as agriculture and textiles and clothing-during this period.
A small group of developing economies, primarily in East Asia, either did not pursue import-substitution policies or used complementary export promotion policies as part of an export-oriented development path. By the late 1960s, the outstanding performance of economies such as Hong Kong, the Republic of Korea, and Taiwan (China) had begun to attract attention. This performance, combined with critical assessments of import substitution regimes (see Krueger 1980) , contributed to a gradual evolution in thinking toward more outward-oriented policies.
In light of this experience, developing countries began to adopt more open trade regimes. This change in attitude first manifested itself at the multilateral level in the Uruguay Round, when developing countries began to play the main game of exchanging market access concessions. Developing countries agreed to bind their tariffs-that is, commit to not increase them above specified levels recorded in a schedule of concessions at the World Trade Organization-on 100 percent of their agricultural imports and on more than 60 percent of their imports of industrial products (Abreu 1996) .
But the most profound and far-reaching manifestation of developing countries' interest in greater participation in trade comes from the wave of unilateral trade reforms that has swept developing countries. These reforms have affected all regions and all the main types of policy distortions. Between the early 1980s and late 1990s average tariffs in developing countries were cut in half (figure 2). By 1999, average tariffs in developing countries were just 11 percent (see www.worldbank.org/trade). Absolute reductions in tariffs in developing countries have been much higher than in industrial countries, and decreases from higher levels are likely to have a much greater welfare benefit than corresponding decreases from lower levels (see Martin 1997) . In addition, the dispersion of tariff rates, which typically increases the welfare cost of any average rate, was substantially reduced.
One must be careful when examining changes in tariffs, because a decline may reflect substitution of nontariff barriers for tariffs. But during this period nontariff barriers in developing countries also fell considerably (table 1) . Another important dimension of reform has been the sharp reduction in the number of developing countries using foreign exchange restrictions and in average foreign exchange premiums. In the 1980s foreign exchange market distortions were enormous, but these premiums have since fallen to very low levels in most developing countries and regions (table 2). At 46.5 percent, the Middle East and North Africa has the highest average foreign exchange rate premium (calculated as a simple average), but this is almost entirely due to Algeria and Iran. When these two outliers are excluded, the average rate falls to just 1.4 percent. Similarly, when Nigeria is excluded the average premium in Sub-Saharan Africa is less than 10 percent, down from 112 percent in the mid-1980s. A detailed study on trade regimes in Africa confirms that the region's trade reforms in the 1990s were substantial and wide ranging, including reductions in tariffs and elimination of foreign exchange distortions and export taxes and monopolies (Hinkle and Herrou-Aragon 2002) . Key remaining areas of concern include corruption and inefficiency in customs administration, as well as problems in ensuring that exporters have access to intermediate inputs at close to world prices.
II. Changes in Trade Patterns
Changes in trade policies and reductions in trade barriers have been associated with major changes in developing countries' role in the world economy. In particular, as developing economies have lowered their trade barriers, the composition of their exports has changed enormously. Since the 1980s, developing countries have drastically increased exports of manufactures and exports to other developing areas. In addition, exports of services have become much more important. This section first considers developments in the exports of developing countries as a whole, then changes in the exports of selected groups of relatively commodity-dependent economies.
Exports of All Developing Countries
In 1965 agricultural commodities accounted for about 50 percent of developing country exports, and manufactures for only about 15 percent (figure 3). Since then the share of manufactures has risen continuously, except for a transient decline in 1997 associated with the East Asian crisis. The share of agricultural products has shown a similarly consistent decline, to about 10 percent by 1998. The share of metals and minerals has fluctuated, with a rise in 1973 associated with higher oil prices among members of the Organization of Petroleum Exporting Countries, lifting the share of this category from 1973 through the early 1980s. But since the early 1980s, the share of mineral exports has declined, falling below 10 percent by 1998. Overall, developing countries have been leading the change in the pattern of world trade, transforming their export pattern from commodities to manufactures much more rapidly than the world as a whole.
These dramatic changes in developing country exports have many underlying causes. One is the relatively high rates of accumulation of human and physical capital in these countries. Estimates by Nehru and Dhareshwar (1993) suggest that between 1960 and 1990 the ratio of capital to labor more than doubled in most developing countries. Estimates by Nehru, Swanson, and Dubey (1995) suggest that education per worker, particularly secondary education per worker, rose even faster. Although such estimates need to be treated with caution (Pritchett 2000 (Pritchett , 2001 , trade theory suggests that rapid growth in these factors should increase both production and trade in sectors that use them intensively. Gehlhar, Hertel, and Source: GTAP 5 database. Martin (1994) find that rapid accumulation of these factors contributed to a strong shift out of agricultural activities and into export-oriented manufacturing activities in East Asian economies.
The highly protectionist policies followed by most developing countries prior to the 1980s were often designed at least partly to stimulate industrialization. But one of their effects was to greatly constrain countries' ability to participate in the more dynamic parts of international trade-trade in manufactures and services. Both of these typically require access to capital, technology, and intermediate inputs that are often best obtained from abroad. Martin (2003) shows that the cost structure and pattern of protection in developing countries discriminated heavily against manufactures and agricultural processing, contributing to dependence on agricultural and resource exports. Even if high protection or high transport costs did stimulate industrialization in developing countries at an earlier stage, it appears that lowering barriers now tends to do so (Krugman and Venables 1995) . Amiti (2003) points out that liberalizing more capital-intensive activities producing intermediate goods may help labor-abundant countries develop the agglomerations of industry that are a key feature of industrialization.
The shift away from agriculture in developing areas does not appear to have been driven by higher productivity growth in manufacturing. In fact, in recent decades productivity growth has been higher for agriculture in both industrial and developing countries (Martin and Mitra 2001; Bernard and Jones 1996) . Nor have transport costs fallen as rapidly and consistently as many suggest. Hummels (1999) finds that liner shipping charges actually rose by more than 50 percent in real terms between 1954 and 1983 before beginning to decline. But transport became much faster and more reliable, and the costs of air transport declined very quickly-which Hummels (2001) estimates was equivalent to more than a 20 percent point reduction in tariffs.
Along with changes in the commodity composition of exports have come substantial changes in their direction. In the mid-1960s only 17 percent of developing country exports were destined for other developing countries (figure 4). By 1995 that share had increased to more than 40 percent. Although this share fell in 1996-98, even in 1998 it was twice as high as in the mid-1960s.
Interestingly, the increase in the share of exports going to other developing countries is not just due to the increase in manufactured exports. In the 1960s the share of manufactured exports going to other developing countries was much higher than the share of agricultural and mineral exports, which went primarily to industrial countries. But shares of agricultural and mineral products exported to other developing countries have risen substantially over time.
This increase in the importance of developing countries as markets for each other's goods reflects several factors, including growth in the share of developing countries in world trade and liberalization of developing country trade. Whalley (1985) predicted that unilateral, nondiscriminatory liberalization of the type observed in developing countries in recent decades (World Bank 2001) would substantially increase trade between these countries. This increase in the importance of developing country markets has important implications for the market access barriers facing developing countries. Today most of the tariffs they face on exports are imposed by other developing countries (Hertel and Martin 2001) .
Another important change in world trade has been a substantial increase in the importance of trade in services. In the early 1980s commercial services made up 17 percent of the exports of high-income countries-a share that has since risen to 20 percent (figure 5). In developing economies, trade in these services started out much less important, at 9 percent, but rose much more rapidly, to 17 percent. Even in SubSaharan Africa this share grew rapidly, from 10 percent to 15 percent.
Exports of Certain Groups of Developing Countries
The considerable success of developing countries in transforming their export patterns may be consistent with a group of these countries being left behind, remaining dependent on traditional commodity exports. To see whether major groups of developing countries have been left out, it is useful to examine developments in 
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individual countries and groups. The Appendix presents information on the shares of manufactures in developing country exports for the 65 countries covered by the Global Trade Analysis Project (GTAP) 5 database for 1997.
The Appendix shows the very high share of manufactures in the exports of a wide range of developing economies. Many developing countries-including low-income countries, such as Bangladesh, China, and Sri Lanka-have shares above the world average of 81 percent. Others, such as India, Indonesia, Morocco, and Turkey, have shares nearly as high as the world average.
Countries where the share of manufactures remains low include reform-oriented countries, such as Chile and Uganda, and a large number of countries in SubSaharan Africa, the Andean region, and the Middle East and North Africa that have been less successful in integrating with the world economy. Clearly a lot depends on the composition of exports in these commodity groups. If countries have been developing new commodity exports and markets, as in Chile, then heavy dependence on commodity exports may be consistent with rapid growth in exports. Note: The services exports represented here are somewhat narrower than the concept of trade in services used in the General Agreement on Trade in Services (GATS). Commercial services is a balance of payments concept covering services traded across borders (GATS mode 1) or through movement of the consumer (GATS mode 2). It excludes services traded by establishing a service-providing firm in the consuming country (GATS mode 3) or by temporary movement of a service provider (GATS mode 4).
Source : World Bank (2001 , 2002b But for regions such as Sub-Saharan Africa, there is more of a concern that continuing dependence on commodity exports reflects a lack of investment in the infrastructure, equipment, and skills needed for successful participation in global trade. Still, although shares of agricultural and mineral exports from Sub-Saharan Africa have varied because of problems associated with missing data for some important countries and years, there has been a consistent increase in the share of manufactured exports from the region-from 10 percent in the mid-1960s to about 25 percent in the late 1990s (figure 6). Although low relative to others, change has been substantial even in this region.
Obviously the results for a large region such as Sub-Saharan Africa may be influenced by changes in a few large economies. To guard against this problem, data on trade patterns were analyzed for five of the region's poorer countries: Malawi, Mozambique, Tanzania, Zambia, and Zimbabwe. Even in this group the share of manufactures in total exports has increased substantially, from 2 percent in the mid-1960s to roughly 25 percent in recent years.
Together, the striking changes in developing country export patterns indicate a fundamental shift away from the traditional North-South model of the world 1 9 6 8 1 9 6 9 1 9 7 0 1 9 7 1 1 9 7 2 1 9 7 3 1 9 7 4 1 9 7 5 1 9 7 6 1 9 7 7 1 9 7 8 1 9 7 9 1 9 8 0 1 9 8 1 1 9 8 2 1 9 8 3 1 9 8 4 1 9 8 5 1 9 8 6 1 9 8 7 1 9 8 8 1 9 8 9 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 Agric Minerals Manuf economy, in which developing economies export commodities in return for imports of manufactures. This diversification of exports and shift away from commodities offers many advantages. In particular, it reduces the volatility of export returns and diminishes concerns about potential price declines as exports expand (Martin 1993a) . This is especially the case for developing countries that can promote shifts to more capital-and technology-intensive exports by promoting capital accumulation and increasing the skills of their workers (Mayer 2001) . But the dramatic increases in manufactured exports from developing countries have also contributed to protectionist concerns in both industrial and developing countries and to the emergence of new concerns about issues such as labor standards. Thus these changes have important implications for trade policy and for broader thinking about development. In any event, the frequently cited stylized fact (see, for example, Todaro 1994:52) that developing countries depend on primary product exports surely requires reexamination.
III. Conclusion
The world has been rapidly integrating in recent decades. Although this process appeared to have broad support in the early to mid-1990s, it has recently come under sustained attack. Whether to continue the process has become a pressing policy question-one with enormous implications.
An important feature of the integration process has been the major shift in trade relations between industrial and developing countries. This shift, from dependence on exports of commodities to much greater reliance on exports of manufactures and services, is sufficiently pronounced as to require rethinking of old views of trade and development. It has also placed major pressures for change on the multilateral trade system because developing countries have become much more active participants. Of course, this shift has not affected all countries equally, and many countriesparticularly those in conflict-have failed to participate. But for countries that have participated, this change has profound implications. Not only does it greatly diminish concerns about potential declines in the terms of trade, it also puts much greater pressure on policymakers to maintain a relatively open regime-one that allows imports of intermediate and capital goods and supports production of manufactured goods for exports.
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